


General Business Conditions 





HE base of the business recovery con- 
tinues to broaden, and forecasters are 
becoming bolder in projecting ahead 
the vigor and duration of the upswing 
now under way. Merchants report that 
retail trade, a conspicuous laggard in earlier 
months of the year, is improving. Construction 
expenditures are probing upwards to the best 
level since 1959 with the help of rising curves of 
residential and heavy engineering work. Mean- 
while, manufacturers’ orders, production, and 
shipments have extended their advance. How- 
ever, in view of the rapid rise during April and 
May, it should not be surprising if the june fig- 
ures on industrial production show some slowing 
in the rate of recovery. Spotty price cuts in cer- 
tain steel, aluminum, paperboard, and _ plastic 
products, together with easiness in the stock 
market, serve as a reminder of the acuteness of 
competition and the difficulties in realizing satis- 
factory profit margins. 
The speed with which industry bounced back 
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New York, July 1961 


from the recession lows of February has led many 
observers to raise their sights on the business 
prospect for the remainder of the year. The Ad- 
ministration, indeed, has been bold enough to 
project recovery in the gross national product 
(GNP) at a rate of $10 billion per quarter 
through the end of 1962. On June 20, Secretary 
of the Treasury Dillon estimated that the GNP 
would rise from a seasonally adjusted annual 
rate of $499.8 billion in the first quarter of this 
year to $530 billion in the fourth, and then on 
up to $570 billion in the fourth quarter of 1962. 
Despite the government deficits, which now are 
superimposed on rising curves of private expendi- 
tures, the Secretary expressed the view that 
excess capacity “everywhere in our land today” 
would eliminate danger of inflation from excess- 
ive demands. The problem of wage-price infla- 
tion, on the other hand, “is always with us” and 
“is greater in good times than in bad.” This type 
of inflation, he hoped, could be resisted by 
restraint on the part of labor and management in 
their wage-price actions. 


Orders and Output Up 


In May, new orders for durable goods rose 2 
per cent further for an over-all gain of 16 per 
cent from the recession low in January. Ship- 
ments of manufactured goods have expanded 
nearly as rapidly as new orders with the result 
that on May 31 backlogs of unfilled orders for 
durables were only 0.5 per cent above their 
January low. The concurrent rise in orders and 
shipments reflects manufacturers’ promptness in 
stepping up production, the high level of factory 
stocks of finished goods, and the fact that the 
enlarged flow of orders does not yet involve a 
substantial proportion of capital goods and other 
products with a long lead time between order 
and delivery. 

The upsurge in production in May was a re- 
peat of the April experience. In both April and 
May the seasonally adjusted Federal Reserve 
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index (1957=100) rose 2.9 points with roughly 
one third of the advance directly due to increased 
output of steel and autos. At 108.2 in May, the 
- index had recovered better than two thirds of the 
ground lost during the recession. 

The industrial production index probably rose 
again in June, but it is unlikely the April-May 
rate of expansion was sustained. Steel output 
slackened slightly, and passenger car assemblies 
were scheduled at about the same pace as in 
May. Between vacation closings of steel-consum- 
ing plants and early shutdowns for auto model 
changes scheduled tor July, these two key indus- 
tries are unlikely to regain and surpass their 
recent peak levels until autumn has arrived. 

If-the upswing is to be sustained through 
the summer, the impetus must come from better 
than usual performance in a wide range of in- 
dustries, supported by improved consumer de- 
mand. A broadening out of the recovery was 
already apparent in May, when the advance 
encompassed all major manufacturing industries. 
Increased output of textiles, chemicals, and 
paper products pushed nondurable goods to 
near-record levels. 

In the durable goods group, significant pro- 
duction gains occurred in construction materials, 
industrial and commercial machinery, and farm 
equipment. Further increases in these industries 
appear likely in view of the plans for a renewed 
advance in plant and equipment spending in the 
second half of 1961. A survey taken in April and 
May by the U.S. Department of Commerce and 
the Securities and Exchange Commission re- 
vealed that business is scheduling 4 per cent 
greater capital outlays in the second halt of 1961 
than in the first. 


Consumer Spending Up 


In a free, private enterprise economy, the aim 
of economic activity is increased consumption 
and higher living standards. People work so that 
they can buy more in the markets. In recent 
months, increased production and incomes have 
been providing the base for higher consumption 
which is beginning to appear in the retail trade 
figures. According to early reports, retail sales 
improved further in June, after rising in May 
to $18.1 billion, seasonally adjusted. 

Although over-all consumer expenditures ap- 
pear to have reached a new record rate in the 
second quarter, virtually none of the rise went 
into retail purchases of goods. The persistent 
rise in outlays for services—doctor bills, vaca- 
tions, rent payments, etc.—absorbed nearly all 
of the increase in personal income during the 
past year. However, consumers have the buying 
power—both in terms of rising income and lower 
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ratios of consumer debt to income—and retailers 
are optimistic that the second half of 1961 will 
show improvement. 


Reviewing the U.S. Financial System 





On June 19, the Commission on Money and 
Credit (CMC) gave the President the first copy 
of its 282-page report on the U.S. monetary and 
credit system. The President was quoted as com- 
menting that the report “could make an import- 
ant contribution to the health and strength of 
our economy.” 

The CMC was created in May 1958 under the 
sponsorship of the Committee for Economic De- 
velopment after it had become clear that Presi- 
dent Eisenhower's 1957 proposal for a similar 
study under government sponsorship had bogged 
down in a political controversy over who should 
do it. The CMC was a private group made up of 
25 citizens drawn from business, finance, labor, 
agriculture, and education. It had the benefit of 
cooperation from government agencies, Congress, 
business, and educators in amassing many thou- 
sand pages of material. 

The CMC study reflected a general convic- 
tion among informed people that laws in the area 
of finance stand in need of review and updating. 
Needs for comprehensive review arise from the 
vast changes that have taken place in the world 
of finance during the past fifty years: the mas- 
sive growth of Government and the public debt; 
the mushrooming of new types of financial inter- 
mediaries at the expense of the closely regulated 
commercial banks; the development of new types 
of credit instruments and sources of borrowing; 
and, most important of all, the emergence of the 
dollar as the key international currency and the 
world’s standard of value. 

The document, in the words of the chairman, 
Frazar B. Wilde, “represents the deliberations 
of a diverse group of American citizens.” No 
member of the Commission personally endorsed 
every specific proposal but all _— the 
“major substance.” The report is diffuse and of 
uneven quality—the inevitable result perhaps of 
a Commission too large and too divided in the 
interests, experience, and philosophy of its 
members—but it contains much solid economic 
analysis and embodies many provocative ideas. 


Centralizing Monetary Power 


The Commission sees no need for “wholesale 
overhaul of our financial structure.” It does pro- 
pose de-emphasizing the voluntary, private, and 
regional character of the Federal Reserve Sys- 
tem, and would centralize more power in the 
Federal Reserve Board and reduce the Board 
from seven members to five. The role of the 
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regional Banks would become almost exclusively 
operational and advisory. Discount rates, now 
established by each Reserve Bank “subject to 
the review and determination” of the Reserve 
Board, would be set by the Board of Governors 
and be uniform countrywide. The Federal Open 
Market Committee, which now has five of its 
twelve seats occupied by Reserve Bank presi- 
dents, would be abolished and its functions 
taken over by the Board. 

While concentration of power might speed 
decisions, it also involves dangers. We have a 
big country. As Chairman Martin once said: 


The genius of the framers of the Federal Reserve 
Act lies in the creation of regional banks, knit together 
by a national governing body in Washington rather 
than in the establishment of a central institution with 
authoritarian powers. Each Federal Reserve Bank and 
each branch office is a regional and local institution 
as well as part of a nation-wide system. Through their 
boards of directors the banks are in a position to repre- 
sent the views and interest of the particular region to 
which they belong and, at the same time, they are the 
administrators of nation-wide banking and credit 
policies. 


Instead of functioning from the center outward, 
we function through an interdependence of all our 
parts. The life blood of the Federal Reserve System 
is in its members. 


The CMC would give the President more in- 
fluence over the more powerful, smaller Board. 
Thus, the Commission proposes that the four- 
year terms of office of the Chairman and Vice 
Chairman of the Board of Governors should 
coincide with the President’s term and that the 
term for members of the Board should be reduced 
from 14 to 10 years, with one appointment expir- 
ing every odd-numbered year. The Commission’s 
concept is that the President should be the cen- 
tral “organizational focus” of all government 
policies aimed at the prescribed goals of “low 
levels of unemployment, an adequate rate of 
economic growth, and reasonable price stability.” 

This, of course, touches on the statutory in- 
dependence of banks of issue from the Treasury. 
The practical stumbling block, as we have had 
opportunity to observe, is that when a power to 
create money is vested in the Executive it tends 
to be exercised by the Treasury Department 
which, with large and continuing borrowing 
problems, has an occupational bias in favor of 
cheap money. With memories still alive of the 
inflationary bond price pegging experience, 1942- 
51, when the Federal Reserve accepted a sub- 
ordinate role to the Treasury Department, there 
remains widespread public support for the view 
expressed by President Eisenhower in 1956: 


__ The Federal Reserve Board is set up as a separate 
agency of Government. It is not under the authority of 


the President, and I really personally believe it 
would be a mistake to make it definitely and directly 
responsible to the political head of the state. 


Mr. Eisenhower made this broad-gauge state- 
ment after his Secretary of the Treasury had 
objected to an advance in Federal Reserve dis- 
count rate. An independent Federal Reserve can 
take necessary but unpopular restrictive actions 
to which the Treasury would object and for 
which a President might not wish to take political 
responsibility. As Senator Douglas once com- 
mented on the Treasury-Federal Reserve rela- 
tionship, “good fences make good neighbors.” 


Instruments of Federal Reserve Policy 


The Federal Reserve regulates the availability 
of credit with the aim of providing enough money 
to support high levels of employment but not 
so much money as to bring upward pressures on 
prices. The instruments used are the discount rate 
(the rate charged member banks on borrowings 
from Federal Reserve Banks), purchases or sales 
of government securities in the open market, and 
changes in cash reserve requirements of the 6,174 
member banks. The Commission took note of a 
wide variety of proposals for new devices to 
regulate credit. But, after sifting the evidence. 
it saw few needs for change. 

On the controversial question of open market 
operations—whether the Federal Reserve should 
deal mostly or exclusively in short-dated bills or 
should buy or sell longer-term Treasury obliga- 
tions as well—the CMC concluded: 


Instead of relying on a “bills-only” policy, the 
Federal Reserve should be willing, when domestic or 
international conditions warrant, to influence directly 
the structure as well as the level of interest rates in 
pursuit of countercyclical monetary policies and should 
deal in securities of varied maturities. This recommen- 
dation does not mean a return to a pegged structure 
of prices and yields for government securities. 


This is what the Federal Reserve has done. 
The policy never was “bills only,” though regular 
dealings in other securities of longer term have 
been undertaken only since last Fall when the 
Federal Reserve, concerned that foreign govern- 
ments and central banks would convert more 
dollar balances into = if bill yields declined 
too far, began to purchase somewhat longer-term 
securities with the double purpose of maintain- 
ing free reserves in the banking system and 
strengthening the undertone of the bond market. 
In these broadened open market operations, the 
Federal Reserve authorities have not sought to 
fix any particular levels of interest rates but 
rather have kept their eye on the more essential 
business of maintaining and enlarging credit 
availability to foster business recovery. 
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Other Instruments 


Endorsing the principle of basing reserve re- 
quirements on the volume of net demand de- 
posits, the Commission suggests that “the demand 
deposit reserve requirements for all member 
banks be made identical and that the classifica- 
tion of banks into country banks and reserve city 
banks be eliminated.” This would be a natural 
extension of the 1959 legislation which provided 
for elimination of the out-dated central reserve 
city classification. 


The Commission was not impressed by changes 
of reserve requirement percentages as an instru- 
ment for frequent use: “While changes in re- 
serve requirements are a powerful instrument of 
credit control, they are awkward and cumber- 
some . . . and present difficult problems of ad- 
justment for many medium-sized and small 
banks.” 


On the subject of selective credit controls, the 
Commission had trouble making up its collec- 
tive mind. Recommendations to remove the statu- 
tory rates on FHA and VA home mortgages, and 
allow “contractual interest rates to rise and fall 
with conditions in the mortgage market,” lean 
to the philosophy of trusting the market mechan- 
ism to allocate credit. On the other hand, the VA 
and FHA, acting in line with the President’s 
credit policy, would control the availability of 
mortgage credit under these programs by changes 
in amounts of down payments, loan maturities, 
and eligibility requirements. 

The Commission found itself “almost evenly 
divided” as to the desirability of granting the 
Reserve Board stand-by authority over consumer 
instalment credit. The main objection is “the 
difficulty of efficient administration” as well as 
the fact that “past experience shows that evasion 
is a constant problem.” 


A disposition to favor a “controlled economy” 
comes forth most vividly in a recommendation 
that the Government investigate “possible meth- 
ods of influencing inventory and business invest- 
ment expenditures on a selective basis.” Confu- 
singly, this conclusion is preceded by a discussion 
of the pitfalls of any such attempt. The funda- 
mental question is whether we do or do not trust 
the free decisions of a competitive economy, 
operating in an orderly framework of law and 
fiscal policy, to improve upon the performance 
of the American economy. In the words of a 
dissenting member, Fred Lazarus, Jr.: 


The attempt to control business investment in in- 
ventories and in plant and equipment would lead to 
a government-controlled economy and the end of 
private enterprise as we know it today. 
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Inequities of Regulation 

The most dramatic changes in the nation’s 
money and credit structure over the past genera- 
tion have come about from the enormous growth 
of the public debt and the multiplication of fi- 
nancial institutions and intermediaries which 
perform banking or quasi-banking functions and 
create liquid assets regarded by holders as 
“money” without being subject to the controls and 
regulations that circumscribe the operations of 
commercial banks. The Commission deals with 
this subject in relation to the money supply, 
noting that the public chooses to hold funds in 
the form of highly liquid earning assets such as 
savings and time deposits with various classes 
of institutions, savings and loan shares, saving 
bonds, and Treasury bills. 

The report counsels discretion in the issuance 
of Treasury bills, but rejects the idea that direct 
Federal Reserve controls should be extended 
generally to insurance companies, savings banks, 
savings and loan associations, and other nonbank 
intermediaries. The thought is that Federal Re- 
serve policy can and does influence nonbank 
lenders, albeit indirectly, through its impact on 
conditions in the money and capital markets. 

The Commission, however, shows concern over 
the unevenness of regulation of various classes 
of financial institutions with effects of distorting 
the pattern of growth. In particular, the nation’s 
commercial banks have been fenced in by re- 
strictions on branching, high cash reserve re- 
quirements, heavier taxation, and restrictions on 
interest payable on deposits. 

The Commission proposes evening up competi- 
tive opportunities for better balanced growth of 
the nation’s financial institutions. It calls for fed- 
eral charters for savings banks, so that they could 
be established outside the 17 states in which they 
are now permitted and also would sharply ease 
restrictions on branches for commercial banks: 
“The provisions of the National Banking Act 
should be revised so as to enable national banks 
to establish branches within ‘trading areas’ irre- 
spective of state laws, and state laws should be 
revised to provide corresponding privileges to 
state-chartered banks.” At present national banks 
are made subject to state laws on bank branches 
and there is no opportunity for a bank to operate 
in adjacent states no matter how close trading 
relationships may be. 

Turning to another area in need of corrective 
action, the CMC points out that the Federal Re- 
serves Regulation Q ceilings on interest rates 
which commercial banks may pay on time and 
savings deposits “restrict the freedom of banks 
to compete for savings deposits with nonbank 
intermediaries which are not subject to similar 
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control over the rates they may offer.” It recom- 
mends putting such rate ceilings on a stand-by 
basis, and would apply them to savings banks 
and savings and loan associations as well. The 
Commission also notes that the earning power of 
member commercial banks is impaired by the 
legal cash reserve, currently 5 per cent, required 
against savings and time deposits while competi- 
tive institutions generally are not subject to legal 
cash reserve requirements. With the aim of mini- 
mizing “any differential effect on the earning 
capacity of various institutions competing for sav- 
ings,” the Commission recommends that “existing 
statutory reserve requirements on savings and 
time deposits be repealed.” 

Another proposal of the Commission designed 
to achieve “competitive equality” among financial 
institutions would change the Treasury's tax 
treatment of bad debt reserves which, as the 
CMC points out, do not apply equally: “The 
application of present tax provisions to mutual 
savings banks and to savings and loan associa- 
tions results in virtually no tax payments by them 
as compared with commercial banks.” 


Fiscal Policy 


The Commission wanders quite far afield in 
its report, taking up such diverse topics as the 
level of unemployment compensation, the proper 
rate of economic growth, and government poli- 
cies of spending and taxing. These last, and pub- 
lic debt management, are most intimately related 
since the government's own deficits and borrow- 
ings have such a dominating influence on money 
and credit conditions and the abilities and will- 
ingness of people to save. The CMC has some 
provocative ideas to offer. 

The report would discard the statutory public 
debt limit as well as the gold reserve require- 
ments of the Federal Reserve Banks. These are 
two red warning lights the nation has retained 
to require positive authorization by the Congress 
to let the federal debt rise above a stated point 
or to let the gold reserve drop (except on an 
emergency basis) below a stated point. 

The CMC also proposes elimination—sought 
so long and unsuccessfully by President Eisen- 
hower—of the 4% per cent limit of interest pay- 
able on U.S. Treasury bonds. The Commission 
recognizes the inflationary potential in an exces- 
sive volume of short-term debt, deplores the 
shortening of the average maturity of the public 
debt which has occurred since World War II, 
and recommends that the Treasury continue its 
debt—lengthening efforts in order to achieve “a 
more balanced maturity structure for the debt.” 
These debt-lengthening efforts, the CMC feels, 
should be conducted during periods of pros- 
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perity so that they would make “some contribu- 
tion to stabilizing the level of economic activity.” 
This is sound theory. But, as President Eisen- 
hower discovered, it runs up against the political 
objection that bond financing becomes too diffi- 
cult and costly when business and private credit 
demands are active. The market is most recep- 
tive to long-term U.S. bond issues in a declining 
phase of business and private credit demands. 
But then the objection appears that the Treas- 
ury should refrain from long-term bond issues 
so that home builders and other private borrow- 
ers, states and municipalities, should enjoy a 
monopoly on the benefit. Thus the ideal time for 
the Treasury to put out long-term bonds is 
“never, or “hardly ever.” The practical solution 
is to keep at the job all the time, with periodic 
bond offerings gauged in amount to market con- 
ditions. This formula would not interfere with 
stabilization policy. In periods of prosperity, bond 
offerings could combine with surplus revenues 
to reduce outstanding Treasury bills. In periods 
of recession bond offerings presumably would 
finance only a part of the deficits so that the 
supply of Treasury bills and other shorter-dated 
paper nevertheless would also be increased. 


Jiggling the 20 Per Cent Income Tax Rate 


The Commission would make the President 
the central point of authority for stabilization 
policy—directed at keeping “the-level of demand 
close to the output of the economy when it is 
using its physical and human resources at a high 
level, has reasonably stable prices, and is grow- 
ing at an adequate rate.” The Commission points 
out that the “automatic stabilizers,” such as the 
reduction in tax payments and increase in un- 
employment payments, have already greatly re- 
duced our vulnerability to downward cumula- 
tive economic contraction. 

Endorsing an idea previously offered by Presi- 
dential economic advisers, the CMC sees need 
for a more powerful instrument, namely, dis- 
cretionary authority for the President to change 
the first bracket, or 20 per cent, personal income 
tax rate within a range of 15 to 25 per cent. The 
Congress would have a 60-day veto power over 
such changes which would be effective for 6- 
month periods. 

It is a pity that this jiggling around pro- 
posal should take priority over the fundamental 
income tax problem: the corrosive effects of ex- 
cessive rates on the initiative and morality of the 
taxpayer. The gist of what the Commission has 
to say on this is that the purposes of growth 
may be served by “combining some degree of 
leveling off in high bracket rates with measures 
aimed at a broader and more uniform applica- 








July 1961 








tion of the revised rate structure,” and that the 
basic tax structure should “be equitable” and 
“provide adequate investment and work incen- 
tives.” 

Many ideas are offered for loading new duties 
onto an already over-worked President. Besides 
his present Council of Economic Advisers, he 
would be given a new layer of economic advisers 
to meet with each month. He would be asked 
to assume personal responsibility for monthly 
analyses of the economic situation and, from 
time to time, offer explanations of the steps being 
taken by him and by government agencies, in- 
cluding the Federal Reserve System. 

Certainly, as the Commission notes, there are 
vital needs for coordination of policy. But both 
division and delegation of authority are essential 
to efficient functioning of any large enterprise. 
By the Federal Reserve Act, the Congress has 
delegated powers over money to the Federal 
Reserve. The concept of the latter as a “supreme 
court of finance,” charged with protecting the 
dollar and responsible to Congress and the 
people, has great merit. 


Some Neglected Fundamentals 


Partly because it is so deeply concerned over 
keeping unemployment at a low level, and partly 
because of entrenched differences of philosophy 
among its members, the report fails to face up 
in an unequivocal way to the fundamentals on 
which progress should be sought and freedom 
and initiative sustained. While expressing the 
opinion that we should be able to reduce the 
rate of erosion of the value of the dollar, it takes 
an indulgent view toward the rising course of 
government expenditure and taxes which have 
more to do with the price trend than is common- 
ly recognized. 

The section on the balance of payments, not 
on the original agenda, lacks proper recognition 
of the critical importance of a stable dollar for 
a stable world economy. It says the use of restric- 
tive monetary and fiscal policies may be “too 
costly” in terms of unemployment and lower 
growth as a means of rectifying a balance-of- 
payments deficit. It would rely on various “spe- 
cific measures,” which to many will seem both 
inadequate and inappropriate. It recommends 
retaining the present dollar price of gold as “a 
central pivot in the exchange rates structure”. 
Yet it goes on to suggest that: “If large U.S. 
payments deficits appear persistent, the need for 
a change in the exchange rate structure must be 
recognized, and the change can be either a U.S. 
devaluation or an appreciation of some other 
currencies.” Urging removal of the Federal Re- 
serve gold reserve requirement, it would seem 


disposed to allow the United States to be denud- 
ed of its gold and leaves doubt that it would 
even then face up to the need for fiscal disci- 
pline. This is something less than the firm 
attachment to external stability of the dollar 
which our own interests and our international 
responsibilities call for, and is a good example 
of the cloudy compromises which mar the report. 

The report holds that “a mixed private and 
public system best meets our national needs.” 
Objecting to this, one Commission member, 
Cameron Thomson, comments that what should 
have been written is that: “The Commission 
holds that primary reliance on economic free- 
dom and reliance on the market mechanism for 
the allocation of products and resources is a con- 
tinuing national objective.” Our “mixed economy” 
is threatening to become a mixed-up economy, 
one without clear purpose or guiding principle. 

If we want to rely on the enterprise of the in- 
dividual to get us ahead we must buttress his 
incentives, nourish self-reliance, limit the per- 
centage for the tax-collector, and give the private 
tax-paying sector of the economy room in which 
to grow and prosper. 

We should never allow ourselves to forget that 
progress is the product of human effort. Money 
is worthless except as people will work to earn 
and save it for the good of themselves, their 
families, their communities, and their nation. 


Our Balance of Payments at Midyear 





In the past four months, the much-discussed 
outflow of gold from the United States has come 
to a halt. In three years, February 1958 to 
February 1961, foreigners purchased $5.4 billion 
gold from the U.S. Treasury, paying with dollars 
acquired as a result of our balance-of-payments 
deficit. Since February, in contrast, the U.S. gold 
stock has risen—by $153 million through June 21. 
Also—and of greater importance—foreign holdings 
of dollars have ceased to accumulate. In other 
words, the figures on gold and foreign dollar 
holdings suggest that the U.S. balance-of-pay- 
ments deficit—-momentarily at least—has virtually 
disappeared. The question is whether the im- 
provement is basic or merely due to a fortuitous 
combination of circumstances. 

The improvement in the U.S. balance of pay- 
ments stems in considerable part from the export 
trade surplus which, in the first four months of 
1961, widened to a seasonally adjusted annual 
rate of $6.8 billion. This compares with $4.7 
billion in 1960 and only $0.9 billion in 1959. 

The rise in our trade surplus from mid-1959 
through mid-1960 was explained chiefly by 
growth in exports to a $20 billion-a-year rate, a 
level touched before only in the first half of 
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U.S. Merchandise Exports and Imports 


Quarterly, Seasonally Adjusted, at Annual Rates 
Excluding Shipments Under Military Aid Programs 


1957 as an aftermath of the Suez crisis. More 
recently, the trade surplus has been helped by a 
slippage in imports from above $15 billion a year 
in 1959 to an annual rate below $13% billion in 
the first quarter of 1961. 


In contrast with 1957, when the sharp jump 
in exports was attributable largely to extraordi- 
nary shipments of petroleum and coal, the recent 
upturn has encompassed a broad range of goods. 
The boom in Western Europe and Japan, to- 
gether with the progressive removal of discrim- 
inatory restrictions against U.S. goods, has been 
an important help. 


In appraising our export performance, we must 
keep in mind that fairly sizable exports move with 
the help of “soft” loans and grants. Thus, ship- 
ments of agricultural products under Public Law 
480 and the Mutual Security Act amounted last 
year to $1.5 billion. Together with nonagricul- 
tural commodities, goods shipped from the 
United States under foreign economic aid pro- 
grams in 1960 totaled approximately $2.3 billion. 
These exports do not help our balance of pay- 
ments since they are offset by Government aid. 


Our exports are separately assisted by farm 
programs. Since U.S. prices of wheat, cotton, 
and other agricultural commodities are supported 
above world levels, the government makes pay- 
ments to exporters in cash or in kind or sells 
stocks at less than domestic market prices. The 
Department of Agriculture estimates that, of the 


$4.5 billion agricultural exports in fiscal 1960, 
$1.8 billion was sold abroad for dollars under 
these programs. 

The reduction in imports reflects the influence 
of our business recession as well as the success 
of the American compact cars. The number of 
passenger cars imported during the first four 
months of 1961 was less than half as large as in 
the same months of 1960. Imports of manufac- 
tures other than cars reached record levels in 
1960, but slipped back a bit early this year. 

A substantial part of our recent trade per- 
formance reflects differences in the timing of 
business cycles at home and abroad—a recession 
in the United States and a boom in Europe and 
Japan. American exports were helped by inten- 
sified efforts to develop markets abroad and by 
the labor shortages that impeded foreign compet- 
itors. The question some people are asking is 
whether the trade surplus can hold up as U.S. 
business improves and brings enlarged demands 
for raw material and other imports. Weakening 
in the industrial booms abroad would intensify 
foreign competition and make it harder for 
American exporters to hold their markets. The 
solution of broadest benefit to mankind is to hold 
inflation in check while easing barriers to trade 
so that the advantages of international division 
of labor can be maximized. 


Special Factors 


While the rise in our trade surplus has been 
important, there have been some special factors 
helping to erase the U.S. balance-of-payments 
deficit. Germany last April repaid, in advance 
of maturity, $587 million on account of its $1 
billion debt resulting from the settlement for 
the $3 billion of civilian supplies furnished by the 
U.S. Army during the postwar occupation. No 
similar advance repayments of major magnitude 
took place in 1960. 

Renewed inflows of foreign long-term capital 
attracted by the stock market here have also 
helped our balance of payments. 

Outflows of short-term funds from the United 
States, though still sizable, are apparently below 
the abnormal level of some $2 billion last year. 
The foreign exchange markets remain in a 
nervous state but the main pressures now are 
on the pound sterling and the Canadian dollar. 
Apprehensions that the U.S. Government might 
raise the price of gold were dissipated by Presi- 
dent Kennedy’s unequivocal assurances of de- 
termination to keep the $35 gold price and 
pledge to use “the full strength of our total gold 
stocks . . . if needed.” 

Much of the short-term funds which flowed 
from the United States last year went to the 
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London market, helping to cover a swollen trade 
deficit of the United Kingdom and the overseas 
sterling countries. Along with funds received 
from Continental Europe and elsewhere, short- 
term capital inflows made it possible for the 
United Kingdom to add to its monetary reserves 
and clear up its indebtedness to the International 
Monetary Fund. Since March, when the upvalua- 
tions of the mark and guilder aroused fears of 
further changes in exchange rate relationships 
among major currencies, London has suffered 
losses of reserves from outflows of short-term 
funds, on top of the persistent trade deficit. The 
hard core of the British problem, as described 
by the Chancellor of the Exchequer ten days ago, 
is to keep costs on a competitive basis. 


The Burden of U.S. Government Outlays 


Although the United States is in an incom- 
parably stronger position than the United King- 
dom, in terms of gold reserves and in its mer- 
chandise trade, it faces much the same basic 
economic problems: to check industrial cost in- 
flation and to energize better rates of growth. 

The special and temporary factors that have 
wiped out the U.S. balance-of-payments deficit 
for the time being must not distract attention 
from the need to achieve a fundamental strength- 
ening of our balance of payments. 

Our merchandise trade surplus—augmented as 
it is by investment income—is not large enough 
to cover all U.S. private capital investments 
abroad and all U.S. Government outlays abroad, 
whether military expenditures or economic aid. 
The tendency has been to blame private capital 
investments abroad for the balance-of-payments 
deficit. But this is a penny-wise, pound-foolish 
approach. For private capital investments result 
in the build-up of valuable assets abroad. 

As pointed out in these pages last month, the 
long-term investments which American _busi- 
nesses make abroad bring a return flow of income 
that greatly exceeds the outflow of long-term 
capital for direct investment. 

Short-term capital outflows, which figured so 
heavily in the balance-of-payments deficit for 
1960, were not, of course, covered by any cor- 
responding increase in interest income to the 
United States. Short-term funds are of an essen- 
tially different nature than long-term investments 
sunk in brick and mortar. They represent, as it 
were, short-term loans to countries where interest 
rates are higher and the risk of foreign currency 
depreciation is either absent or can be covered 
in the forward exchange market. These funds 
can be brought back as conditions change and 
needs for them arise. They represent, in fact, 
an asset that can be netted out against our short- 


term liabilities to foreigners in appraising the 
U.S. balance-of-payments deficit and over-all 
international position. 

Secretary of the Treasury Dillon, in a state- 
ment last month, adopted this approach and pre- 
sented a calculation showing that the “basic” 
deficit for 1960 was $1.9 billion—only half the 
$3.8 billion figure arrived at by the old estab- 
lished method. This rearrangement can be car- 
ried a step further by splitting off private and 
government transactions so far as the statistics 
permit. 

The Government, as noted earlier, provided 
the financing in 1960 for approximately $2.3 bil- 
lion exports. If these are omitted, the trade sur- 
plus for 1960 shrinks to $2.4 billion, as may be 
seen by comparing export and import figures in 
the column for “private” in the table. 

Private and Government Sectors in U.S. Balance 


Payments, 1960 
(In Billions of Dollars) 




















Govern- 

Private ment 

CNL, A ee eee ee de bebeeeabehne bet $17.1 $2.3* 
Income on investments ........cccccesece 2.9 0.3 
I oo iia csidkicd ee 5.00 ohbenewneeis 4.0 0.5 
Long-term capital inflow ................ 0.3 a 
Repayments to U.S. Government ........ a 0.6 
Total Receipts ..........scccees 24.3 3.7 
PRN, swing 0:0 etedahe de:bbendacoeneneome —14.7 a 
I aS ns ah chive ees + pbecsdes ooess — 5.5 —0.8 
BERRGAry, Chalk GUAGE 2.0. cciedesscccccess ee —3.0 
Private long-term investments ........... — 2.5 oe 
NO, ND ST GUND vc c ccccccenccccece ne —3.4 
TU Tk cc ccicicccascscc —22.7 —7.2 

SS OEY, oncktcceveseesves 1.6 —3.5 

Short-term capital outflows: 
Increase (-) in private’ short-term 
I EE, ab caccceadscsbenasenons — 13 
Unrecorded outflows ........cccccceece — 0.6 

Over-all Position .............. $—0.3 $—3.5 





* Exports under P. L. 480, economic aid, and Export-Import 
Bank programs; partly estimated. Excluding exports under 
military aid programs. 


Source: Derived from data in U.S. Department of Commerce, 
Survey of Current Business, and other official sources. 

When the whole of private transactions—ex- 
clusive of short-term capital flows—is totaled up, 
a “basic” surplus of $1.6 billion appears for the 
private sector. This is less than half of the $3.5 
billion deficit on account of government transac- 
tions. In other words, government is spending 
more than private enterprise has been able to 
earn abroad. 

U.S. Government outlays abroad—military ex- 
penditures, economic aid, and loans (net)—have 
been running between $5 and $6 billion annually 
during recent years; half of this amount goes for 
military expenditures. Under the present policy, 
some four fifths of government grants red loans 
should be spent on U.S. goods, but military ex- 
penditures abroad place unrestricted dollars in 
the hands of foreign recipients. 
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What to Do 


There are two basic approaches to correcting 
the imbalance in U.S. international accounts. 
One is to shave the vast expenditures of the U.S. 
Government; the other is to enable the US. 
private economy to earn a surplus large enough 
to cover what can be regarded as the Govern- 
ment’s overhead abroad. 

Now that Europe and Japan have become 
much stronger economically and financially, the 
United States has been pressing vigorously for 
greater sharing of the burdens of common de- 
fense and aid to the less-developed nations. This 
is one of the promising possibilities; but, when 
one ponders the political uncertainties in a 
divided world and the many unsatisfied capital 
needs of the less-developed nations, it becomes 
evident that maximum effort should be made to 
increase the international surplus of the private 
sector of the U.S. economy. This can be done 
only by expanding our exports and building up 
income from productive investments abroad. 

The balance-of-payments deficit, dramatized 
by the fall in the U.S. gold stock, has given rise 
to a great variety of plans and proposals for 
specific changes in our institutions, policies, and 
practices—ranging from special bonus interest 
rates for foreign central banks to limitations on 
U.S. imports. The rub is that we cannot deal 
with fundamentals by technicalities and impro- 
visations; nor should we wish to set precedents 
for a new wave of trade restrictionism. 

The urgent need of the moment—to safeguard 
the dollar—is to exercise self-restraint and avoid 
the quicksands of inflationary finance. 


The Public Utility of Private 








Enterprise 


The proper relationship between government 
and business was set forth by President Ken- 
nedy in February in a speech before the Na- 
tional Industrial Conference Board in Washing- 
ton. Pointing out that “our revenues and thus 
our success are dependent upon your profits 
and your success,” the President declared his 
belief that “there is no inevitable clash between 
the public and private sectors, or between in- 
vestment and consumption, nor . between 
government and business. All elements in our 
national economic growth are interdependent. 
Each must play its proper role—and that is the 
hope and aim of this Administration.” 

Recognition of the key role played by busi- 
ness enterprise in our society must be regarded 
as an essential prerequisite of national policy if 
the United States is to protect its security, main- 
tain world leadership, and raise living standards 
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at home and abroad. Business finds itself the 
frequent victim of criticism. Yet without private 
enterprise—great and small—the United States 
today would be numbered among the under- 
a countries, seeking capital and aid 
from abroad. For every big task on the national 
agenda—exploring space, building missile-firing 
submarines, conquering disease, making salt 
water fresh, absorbing new hands into the pro- 
ductive labor force, or helping younger nations 
abroad—the energies of free enterprise are the 
prime resource. The capital resources and skilled 
manpower commanded by the larger corpora- 
tions provide the nation with the capacity to 
accomplish the increasingly complex tasks of 
the nuclear age. 


The 100 Largest Nonfinancial Corporations 


The accompanying table lists the 100 largest 
nonfinancial corporations in the United States as 
measured by total assets reported in 1960. In- 


Total Assets, 100 Largest U.S. Nonfinancial 
Corporations As Reported at End of 1960 
(In Millions of Dollars) 

Manufacturing (cont’d) 


Western Electric Co.....$1,665 
Westinghouse Electric... 1,521 
Youngstown Sh. & Tube 755 


Manufacturing 
Allied Chemical Corp...$ 801 
Aluminum Co. of Amer. 1,374 
American Can Co...... 891 


American Tobacco Co.. 851 
— a Beetcrece > 1,086 Trade 
Armco Steel Corp....... 1,004 Great A. & P. Tea Co... 711 
Atlantic Refining Co.... 820 Montgomery Ward & Co. 740 
Bethlehem Steel Corp.... 2,275 Sears. Roebuck & Co. 2,204 
Chrysler Corporation.... 1,369 x auieics 
Cities Service Co........ 1,343 Transportation 

Atchison, Topeka & S.F. 1,598 
Continental Can Co..... 767 Baltimore & Ohio R.R... 1,252 
Continental Oil Co...... 833 Chesapeake & Ohio Ry.. 1,066 
Dow Chemical Co....... 901 Chicago, Burl, & Quincy 7830 
E.I, du Pont de Nemours 3,134 rie-Lackawanna R.R... 698 
Eastman Kodak Co.. 959 


Great Northern Railway 950 
—— wy 

uisville ashville. . 736 
General Dynamics a 842 Missouri Pacific R.R.... 1,167 
General Electric Co..... 2,551 New York Central RR. 2.512 
General Motors Corp.... 8,553 


Firestone Tire & Rubber 850 
Ford Motor Co 


Norfolk & Western Ry.. 989 
Northern Pacific Ry.... 1,011 
Pennsylvania Railroad.. 2,873 
Southern Pacific Co..... 2,241 
Southern Railway Co... 845 
Union Pacific Railroad. . 1,553 


Public Utilities 


Amer, & Foreign Power 835 
Amer. Electric Power.. 1,507 
American Natural Gas.. 873 
Amer. T. & T. (Con.) .22,558 
Central & South West.. 724 
Columbia Gas System... 1,256 
Commonwealth Edison.. 1,737 
Con. Edison Co, of N.Y. 2,449 
Con. Natural Gas Co.... 782 
Consumer Power Co.... 1,010 


Goodyear Tire & Rubber 1,037 
Ge GE Gees. cc seccce — 
4 


International Bus. Mach. 1,624 
International Harvester. 1,456 
International Paper Co.. 977 
International Tel. & Tel. 924 
Jones & Laughlin Steel. 794 
Kaiser Alum. & Chemical 786 
Kennecott Copper Corp. 808 


Monsanto Chemical Co.. 1,090 
National Steel Corp..... 866 
Olin Mathieson Chemical 860 
Phillips Petroleum Co... 1,647 
Procter & Gamble Co... 931 
Radio Corp. of America. 816 
Republic Steel Corp..... 1,139 
——— Metals Co..... 941 


7. Wepaska Tebaces. 867 Detroit Edison Company 1,005 


. El Paso Natural Gas Co. 1,505 
Se GE Gc ciccccsece 1,885 Gen. Public Utilities. .. 931 
ay re 1,487 Gen. Tel. & Electronics. 2,205 


8.455 Middle South Utilities.. 794 
895 Niagara Mohawk Power 1,062 

Pacific Gas & Electric.. 2,479 
Pacific Lighting Corp... 761 
Philadelphia Electric.... 1,075 
Public Service El. & Gas 1,391 


Socony Mobil Oil Co..... 
Sperry Rand Corp...... 
Standard Oil Co. of Calif. 2,782 
Standard Oil Co. (Ind.) 2,926 
Standard Oil Co. (N.J.)10, — 


Sam. TR Geie.ccscccsses 

ree 8,647 Southern Calif, Edison.. 1,352 

Tidewater Oil Co........ 898 Southern Company...... 1,400 

Union Carbide Corp..... 1,718 Tenn. Gas Transmission 1,734 
Texas East. Transmission 897 

Union Oil Co. of Calif... 734 Texas Utilities Co....... 825 

U.S. Steel Corp......... 4,781 United Gas Corp........ 763 


Note: Total assets include government securities allocated to 
payment of taxes and are net of reserves for depreciation. 
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cluded in the group are 55 manufacturers, 26 
public utility companies, 16 railroads, and 3 
retail firms. Their combined assets last year— 
including land, plant, and equipment and cur- 
rent assets of cash, government securities, re- 
ceivables, and inventories—amounted to $176 
billion. In achieving total sales and revenues of 
$135 billion, these firms provided employment 
for 5.8 million men and women. 

The positive contributions of private business 
to the national welfare can be measured not 
only in terms of goods and services produced 
or numbers of workers employed, but also in 
the dollars of tax revenues generated by their 
activities. Three out of every four dollars of tax 
revenues raised by the Federal Government are 
paid by business firms or collected by them in 
the form of excises, old-age pension and other 
employment taxes, and individual income taxes 
withheld from their employes. State and local 

overnments also rely heavily on taxes paid or 
collected by business from levies on corporate 
and individual income, property, gross receipts, 
retail sales, licenses, franchises, sales of motor 
fuels, liquor, and tobacco, etc. 

Because the larger corporations are constantly 
in the public eye, their tax payments and col- 
lections can serve as especially revealing exam- 
ples of the way business generates and turns 
over to governments the tax revenues needed 
for their support. In 1960, the 100 largest non- 
financial companies paid federal income taxes 
amounting to $6.4 billion. Other federal, state, 
local, and foreign taxes paid and charged as 
costs came to $8.8 billion. Excise taxes collected 
—chiefly from sales of petroleum products, motor 
vehicles, and telephone service—totaled almost 
$7 billion. Old-age pension and unemployment 
compensation taxes paid by these companies 
aggregated $1.3 billion. It may also be figured 
that nearly $1 billion was withheld from em- 
ployes for their share of the old-age pension tax 
plus about $4 billion withheld for income taxes. 

There is nothing unusual about the fact that 
the biggest corporations have the biggest tax 
bills. Yet, the sheer size of these payments last 
year may occasion some surprise. Standard Oil 
of New Jersey reports that it paid or collected 
$2.6 billion (including import, excise, operating, 
and foreign taxes), American Telephone and 
Telegraph $2.5 billion, General Motors $2.5 bil- 
lion, Socony Mobil $906 million, Texaco $877 
million, Ford $862 million, R. J. Reynolds $752 
million, Gulf $708 million, and American To- 
bacco $648 million. 

Supporting the Public Sector 

In recent years, we have heard a good deal 

about needs to expand public expenditures. But 
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increased public spending means that more taxes 
have to be collected from the private sector in 
order to pay the bill. As a general matter, the 
money might be more usefully left in the private 
sphere. Easier tax rates might give such a boost 
to profit-seeking enterprise that both the national 
product and the tax revenues would benefit. At 
least this has been the experience in Europe 
and Japan. 

As the figures cited above suggest, business 
firms shoulder a heavy burden of taxation— 
to help support the so-called public sector 
at all levels of government. And they do it 
while providing most of the essentials and lux- 
uries that make up the American standard of 
living. Moreover, private business participates 
with government in a number of functions often 
regarded as exclusively public. 


Vocational training is of growing importance 
in alert and growing business enterprises, build- 
ing on levels of learning achieved in public and 
private schools. A notable example is Inter- 
national Business Machines, which regularly 
spends no less than $45 million a year in edu- 
cational programs, mainly for training people in 
new techniques of electronic data processing 
and controls. As more and more young people 
join the labor force in coming years, much of 
the task of providing them with needed skills 
will naturally be performed by industry. 


Another vital activity performed by private 
enterprise is the search for new products and 
processes through research and development 
programs. The Federal Government leans heav- 
ily on private industry for R & D work—espe- 
cially in the military field. And industry is 
spending more and more of its own money in 
a highly competitive race for new products. In 
1960, total R & D expenditures in industry were 
estimated at $9.8 billion. 


Among the significant research advances re- 
ported by the 100 largest companies last year 
were a photostatic memory device that can re- 
member two million Russian words, an optical 
maser that can amplify light waves capable of 
carrying huge amounts of information, an extra- 
thin tin plate for cans, a low-cost synthetic 
rubber that has all the properties of tree rubber, 
an electronic larynx that can restore a voice to 
the vocally handicapped, and a tunnel diode that 
permits electronic switching almost as fast as 


the speed of light. 


The public also profits from the contributions 
that private business is able to make to our 
foreign relations. Only a tiny fraction of the 
3 billion people in the world have any intimate 
knowledge of the United States. We are best 
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and most favorably known for the quality and 
diversity of the products of our industry. Many 
of the 100 largest companies are international 
organizations that conduct far-flung operations 
around the globe. Their investments and indus- 
trial activities provide a practical demonstration 
of what free enterprise can accomplish. The 
contribute to the welfare of people and to world 
economic development free of cost to the Amer- 
ican taxpayer. Staffed largely by foreign per- 
sonnel, they teach the way to a better life. 


Room At The Top 


Membership in the 100 largest group is not 
easy to come by. To qualify in 1960, the mini- 
mum size of assets required was $698 million, 
or more than double the amount needed in 1950 
when the smallest figure was $329 million. An- 
other measure of asset growth is the number of 
“billion dollar” corporations, up from 22 in 1950 
to 54 last year. The number of companies report- 
ing assets of more than $2 billion rose from 5 
to 20 over the same period. 

A perch on the top rungs of the corporate 
ladder is not a restful sinecure, but a position 
that is earned and maintained in competition 
with others in meeting the needs of the nation. 
Everything depends on the ability to keep up 
with the times and meet the changing require- 
ments of the market place. In the past decade, 
for example, 20 new companies have joined the 
ranks of the 100 biggest corporations while a 
similar number have dropped out. Among the 
newcomers are 12 manfacturers, most of whom 
are in such leading growth fields as electronics 
and business machines (3), aluminum (2), chem- 
icals (3), and petroleum (2). The other 8 com- 
panies joining the list are in the utilities group, 
including 3 electric power companies, 2 gas pipe- 
line companies, and 2 gas distributors. Three 
of the companies arrived with the help of 
mergers; one railroad fell out of the group during 
the decade but reentered after merging with 
another road last year. 

As they modernize and expand to meet the 
needs of a growing economy, the leading com- 
panies continue to pour more dollars into new 
investment. Last year the 100 largest firms re- 
ported expenditures of $14 billion for property, 
plant, and equipment. 

The growth in assets is reflected in a steady 
rise in the ratio of assets per employe. In 1960, 
the 100 largest companies had an average invest- 
ment of $30,300 for each worker employed. The 
largest investment per job was in the public 


utilities field with an average of $58,100 per 
worker, followed by transportation $41,000, 
manufacturing $24,700, and retail trade $8,700. 

In considering the relationship of the big 
corporations and their large numbers of workers, 
it is frequently overlooked that the owners of 
these enterprises are often even more numerous 
than their employes. In the case of the 100 larg- 
est companies, the number of registered share- 
holders runs up to an over-all total of 12.5 mil- 
lion. This gross figure, of course, includes dupli- 
cation to the extent that individuals own shares 
in more than one of these companies,’ but this 
is partly offset by the number of investors whose 
shares are held in the name of a broker, trustee, 
or nominee. Moreover, it would be hard to find 
people who do not have at least an indirect stake 
in these companies through pension trusts, in- 
surance companies, mutual funds, etc. 

Yet, the returns to shareholders remain rela- 
tively modest. The following table gives a, 
composite accounting of how the receipts of 
corporate business were shared by the 100 larg- 
est companies last year. After payment of all 
expenses and provision for further growth in 
business, dividends came to $6 billion, or less 
than a nickel out of every dollar of sales. 


Disposition of Receipts by the 100 Largest 
Nonfinancial Corporations in 1960 














Total % of 
(millions) Receipts 
Total receipts from sales, revenues, etc... $135,156 100.0 
Costs: 
Costs of goods and services purchased 
NN, GN” OR 5 .sc sine viocdapecnee 62,904 46.5 
Wages, salaries, and labor benefits* .... 37,763 27.9 
Provision for depreciation and depletion. 7,675 5.7 
EE, NY 60.65 5 Kkbneode¥iewsasaceee 1,598 1.2 
RENE AMPNRRE BORNE nosis ck eiscciccceces 6,416 4.8 
Other federal, state, local & foreign 
NNT 9695 64905 Faacerwanns seu ostbies 8,801 6.5 
Total costs of operations ............ $125,157 92.6 
PN SNES 5 a vicccncinncscedsanaadeeueeee 9,999 1A 
RY OE a5 a5. 5 ink wiih cactus bine ase 5,973 4.4 
Retained in the business ................. $4,026 3.0 





* Payrolls partly estimated. 


+ Exclusive of various sales and excise taxes collected from 
customers (petroleum, $4,276 million; motor vehicles, $1,720 
million; electrical equipment, $147 million; tires, $170 mil- 
lion; telephones, $680 million). ‘ 


The taxes collected and paid by these corpo- 
rations form a large part of the costs of doing 
business. Even though excises and sales taxes 
are excluded from the figures, the total tax bill 
paid comes to more than $15 billion. A striking 
contrast is revealed by the fact that these taxes 
amount to an average of more than $5.29 per 
share of common stock outstanding, compared 
with average dividends of $2.00 per share. 
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